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Foreign Direct Investment (FDI) has become one major driving force for China's 
economic development, however, FDI of different cities play quite different role on the 
local economic growth. This paper tries to explain this difference, in the view of local 
property right protection. 
Compared with existing papers, this paper has two important innovations. Firstly, it 
studies the capital's absorptive capacity from the view of property right protection, 
with the assumption that difference of property right environment in different cities 
causes the heterogeneous effect of "capital-economic growth" relationship. Secondly, 
this paper uses the method of "semi-parametric varying-coefficient partial linear 
regression model" to study the property right's function in the "capital-economic 
growth" relationship, which assumes the regression coefficients of economic growth 
rate on FDI and DI (Domestic Investment) are functions of the local property right 
protection index but does not set up the specific function form, instead uses the 
nonparametric method to estimate the functions. With this method, we can have both 
intuitive economic explanation and exact estimation result. Therefore, we may have 
effective study on this paper's problem. 
Based on the empirical study on 120 Chinese cities, this paper comes to three 
conclusions as follow. Firstly, foreign direct investment and domestic investment in all 
cities have positive effect on the local economic growth rate. Secondly, compared to 
domestic investment, FDI’s effect on economic growth shows obvious nonlinear 
character, that is, different cities’ FDI have heterogeneous effect on the local economic 
growth, which is mainly due to different property right environment in different cities. 
Thirdly, FDI’ marginal effect on economic growth has shape of inverted "U", that is, 
with the increase of property right protection, FDI’s marginal effect on local economic 
growth  shows a trend from ascent to descent. 
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